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QWEST CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(DOLLARS IN MILLIONS)

(UNAUDITED)

THREE MONTHS NINE MONTHS
ENDED ENDED
SEPTEMBER 30, SEPTEMBER 30,

2001 2000 2001 2000

Operating revenues:

Commercial ServiCes.....cccoovvvvenvvevcveneeee $1,364 $1,383 $4,103 $3,746
Consumer and small business services............. ... 1,547 1,486 4,547 4,378
Switched access services.......ccocceevccveeees L. 270 299 814 1,017
Total operating revenues.................. ... 3,181 3,168 9,464 9,141
Operating expenses:
Employee-related expenses.......c.cccoeceeeeees L 794 774 2,238 2,375
Other operating €Xpenses.......cccoeveevecceeees 656 762 2,062 2,275
Depreciation and amortization.............ccceee. L. 747 622 2,120 1,763
Depreciation adjustment for access lines returned to
SEIVICE..uuiii et eaeeeeee - - 222 -
Merger-related and other one-time charges....... ... - 899 137 1,019
Total operating expenses.........ccceeeee. .. 2,197 3,057 6,779 7,432
Operating iNCOMe.......ccoevviiiieeiiiieaeeeeeee 984 111 2,685 1,709
Other expense -- net:
Interest expense - Net....cccccveveveeeeeee. L 157 154 456 398

(Gain) loss on sales of rural exchanges and fixed
........ - 39 (50) 39

........ (5) (6) (15) 13

........ 152 187 391 450
........ 832 (76) 2,294 1,259
........ 317 (34) 869 471

The accompanying notes are an integral part oktbeadensed consolidated financial statements.
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QWEST CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS
(DOLLARS IN MILLIONS)

SEPTEMBER 30, DECEMBER 31,
2001 2000

(UNAUDITED)
ASSETS

Current assets:
Cash and cash equivalents

Accounts receivable -- net...... ......... 2,275 1,816

Inventories and supplieS.......ccccvveeveveeeee L. 214 152

Prepaid and other........ccccocvvvveveveee. L 218 224
Total current asSetS....covvvvvvevvicieeeeneeee 2,903 2,444
Property, plant and equipment -- net........c...... ... 19,520 18,100
Other assets -- Net......cccccovccvveevvcccees 3,009 2,298
Total @SSetS...ccevviiiiiiieiieeeeeeeee $25,432 $22,842

LIABILITIES AND STOCKHOL DER'S EQUITY

Current liabilities:

Short-term borrowings.........coccoevevevvveeeee $1,716 $ 979

Short-term borrowings -- affiliate............ ..~ .. 2,119 1,512

Accounts payable..........cooceviiiiicenne. Ll 1,419 1,727

Accrued expenses and other current liabilites... ... 1,352 1,772

Advance billings and customer deposits........... ... 372 383
Total current liabilities..........cccoeeeeeeeeee. 6,978 6,373
Long-term borrowings.......cccoeeveevviveenenneeee 6,056 6,247
Post-retirement and other post-employment benefit

obligations.....ccccvvveveeiiieee e 2,464 2,310
Deferred taxes, credits and other.........cc........ .. 2,892 2,647

Contingencies (Note 5)

Stockholder's equity:
Common stock-one share without par value, owned b y
parent...............

. 8,478 8,127
Accumulated defiCit.............ccccuvviiinennn.

(1,436) (2,861)
Accumulated other comprehensive loss......cc..... . ... -- 1)
Total stockholder's equity........ccccovcveeeeeeee L 7,042 5,265
Total liabilities and stockholder's equity.......... ... $25,432 $22,842

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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QWEST CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(DOLLARS IN MILLIONS)

(UNAUDITED)

NINE MONTHS ENDED
SEPTEMBER 30,

2001 2000
Cash provided by operating activities............ ... $2,971 $2,976
INVESTING ACTIVITIES
Expenditures for property, plant and equipment... ... (4,079) (3,705)
Proceeds from sale of access lines............... ... 91 --
Other. .o (158) (65)
Cash used for investing activities............... .. (4,146) (3,770)
FINANCING ACTIVITIES
Net proceeds from short-term borrowings......... . ... 1,341 1,036
Proceeds from issuance of long-term borrowings... ... - 997
Repayments of long-term borrowings................. ... (222) (316)
Dividends paid on common stocK.........ccoeeeeee. Ll - (821)
Other. .o - 7
Cash provided by financing activities............ . ... 1,119 903
CASH AND CASH EQUIVALENTS
Increase (decrease)......cccocveeeveveeveaeenns (56) 109
Beginning balance.......cccccccceeveveveeee. L 252 61
Ending balance.......ccccoocvviiiiiiieneees $ 196 $ 170

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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QWEST CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2001
(UNAUDITED)

NOTE 1: BASIS OF PRESENTATION

The condensed consolidated financial statemenisdadhe accounts of Qwest Corporation ("Qwest'w®" or "us" or "our") and our wholl
owned subsidiaries. On June 30, 2000, Qwest Contations International Inc. ("QCII") completed itsgaisition (the "Merger") of our
parent company, U S WEST, Inc. ("U S WEST"). Eaatstanding share of U S WEST common stock was atenénto the right to receive
1.72932 shares of QCIl common stock. In additilimastanding U S WEST stock options were conwkitgo options to acquire QCII
common stock. The Merger was accounted for asersevacquisition under the purchase method of aticguwith U S WEST being deem
the accounting acquirer and QCII the acquiredeniis U S WEST was deemed the accounting acquisenjstorical financial statements
have been carried forward as those of the comhlgnathbany. We are a wholly owned indirect subsid@r@ClIl.

The condensed consolidated interim financial statgmare unaudited. We prepared the financialratiés in accordance with the
instructions for Form 10-Q. In compliance with thasstructions, certain information and footnotectbsures normally included in the
financial statements prepared in accordance witleigdly accepted accounting principles have beed&ased or omitted. In management's
opinion, all adjustments (consisting only of normedurring adjustments) necessary to present fdidyconsolidated results of operations,
financial position and cash flows as of Septemi@e2B01 and for all periods presented were madesd financial statements should be read
in conjunction with the audited financial statenseincorporated by reference in our Annual Reporform 10-K for the year ended
December 31, 2000. The condensed consolidatedsedldperations for the three and nine months e@/®&ptember 30, 2001 are not
necessarily indicative of the results expectedHerfull year. We made certain reclassificationpreviously reported balances to conform
with the current year presentation.

NOTE 2: MERGER-RELATED AND OTHER ONE-TIME CHARGES

We consider only those costs that are incrementhbérectly related to the Merger to be "Mergertet." For the three and nine months
ended September 30, 2001 and 2000, we incurrefbitbeving Merger-related and other one-time charges

THREE MONTHS NINE MONTHS
ENDED ENDED
SEPTEMBER 30, SEPTEMBER 30,

2001 2000 2001 2000
(DOLLARS INMILLIONS) e S
Contractual settlements and legal contingencies.... .$ - $80 $34 $ 80

Severance and headcount-related charges............ . - 118 39 127
Other Merger-related and one-time charges.......... . - 701 64 812
Total Merger-related and other one-time charges.... . $ - $899 $137 $1,019

For the nine months ended September 30, 2001, euered $137 million in Merger-related and other-¢inge charges. These primarily
consisted of contractual settlements, severancéeadcount-related charges and other Merger-retatddne-time charges. The severance
and headcountelated charges for the nine months ended SepteBh@001 covers a workforce reduction of over @,8Mployees who wel
involuntarily terminated. Other Merger-related am-time charges included professional fees, rading costs, asset impairment charges
and other costs related to the integration of U BS# and QCII.

For the three and nine months ended Septembei0B0, &e incurred $899 million and $1.019 billioaspectively in Merger-related and
other one-time charges. These primarily consisteabotractual settle-
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S -- (CONTINUED)

ments, severance and headcount charges resubiimgoiyments to employees who left the business tipoonsummation of the Merger,
retention bonus payments that were subject toubeessful completion of the Merger and propertgnpland equipment asset abandonments
and impairments.

A summary as of September 30, 2001 of Merger-rélatel other one-time charges accrued at Decemb&080 and subsequent provisions
and charges against those accruals and provisiiog/:

DE CEMBER 31, SEPTEMBE R 30,
2000 CURRENT YEAR CURRENT YEAR 2001
BALANCE PROVISION  UTILIZATION BALAN CE

(DOLLARS IN MILLIONS) e
Contractual settlements and legal

CONtINGENCIES......vveiiiieiiieeiieeien. $355 $34 $200 $189
Severance and headcount-related charges........ 100 48 99 49

Other Merger-related and one-time charges...... 15 55 61 9

Total Merger-related and other one-time
charges.......cocvoiiiiiciiiieee $470 $137 $360 $247

We do not foresee any additional Merger-relatedgdgeand anticipate that the majority of the catral settlements, severance and other
Merger-related and one-time charge accruals wifpdid by the end of the current fiscal year. Lesgadtingencies will be paid as the related
matters are resolved. When matters are finalizeyl differences between amounts accrued and acayahgnts will be reflected in results of
operations as an adjustment to Merger-related #ret one-time charges.

NOTE 3: ACCESS LINES RETURNED TO SERVICE

During 1999 and 2000, U S WEST committed to setiragimately 800,000 access lines to third-partgdemmunications service providers,
including approximately 570,000 access lines tiz€its Communications Company ("Citizens"). Becdhsse access lines were "held for
sale," we discontinued recognizing depreciatiore@sg on these assets and recorded them at thedbtheir cost or fair value, less
estimated cost to sell.

On July 20, 2001, we terminated our agreement @itizens under which the majority of the accessdiwere to have been sold and ceased
actively marketing the remaining lines. As a resihié access lines were reclassified as being 'foeldse” as of June 30, 2001. The access
lines were measured individually at the lower @fiti{a) carrying value before they were classifischeld for sale, adjusted for any
depreciation (amortization) expense or impairmessés that would have been recognized had thesdmsat continuously classified as held
for use, or (b) their fair value at June 30, 20l1e required adjustments to the carrying valudefihdividual access lines are included in
income from continuing operations for the nine nsrended September 30, 2001. This resulted inr@elia depreciation of $222 million.

In April 2001, we sold approximately 38,000 acdasss resulting in a gain for the nine months en8egtember 30, 2001 of $50 million.
NOTE 4: SEGMENT INFORMATION

We operate in three segments: retail services, eglatd services and network services. The retailcgsr segment provides local telephone
services, long-distance services, wireless senanodsdata services. The wholesale services segmavitles exchange access services that
connect customers to the facilities of interexcleaogrriers ("IXCs") and interconnection to our ¢elemunications network to competitive
local exchange carriers ("CLECs"). The network m@w segment provides access to our telecommumicatietwork, including our
information technologies, primarily to our retadirgices and wholesale services segments. We providservices to more than 25 million
residential and business customers in Arizona, i@dim, Idaho, lowa, Minnesota, Montana, Nebraskay Niexico, North Dakota, Oregon,
South Dakota, Utah, Washington and Wyoming (oucdlservice area").
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S -- (CONTINUED)

Following is a breakout of our segments, which wieaeted from the financial statements of QCII. @&&rrevenue and expenses of QCII are
included in the segment data, which we eliminatethé reconciling items column. Additionally, besatsignificant expenses of operating the
retail services and wholesale services segmentsaaralocated to such segments for decision magimgoses, management does not believe
the segment margins are representative of the lampeaating results of the segments for Qwest. fegin for the retail services and
wholesale services segments excludes network apoaie expenses. The margin for the network sesvéegment excludes corporate
expenses. The "other" category includes unallocebeplorate expenses and revenues. Asset informagieegment is not provided to our
chief operating decision-maker. The communicatems related services column represents the tothkofetail services, wholesale services
and network services segments. The figures predéaiew for the three and nine months ended SeeB) 2000 have been adjusted to
reflect certain reclassifications to conform witle tpresentation of the corresponding periods 01200

TOTAL
COMMUNICATIONS

RETAIL WHOLESAL
SERVICES SERVICES

THREE MONTHS ENDED SEPTEMBER

E NETWORK AND RELATED
SERVICES SERVICES OTHER

(DOLLARS IN MILLIONS)

RECONCILING
ITEMS

CONSOLIDATED
TOTAL

30,

2001

Operating revenues............ $3,603  $777 $ 13 $4,393 $ 2 $(1,214) $3,181
Margin(1)......cccceeveeenee. 2,718 664 (1,628) 1,754 (279) 256 1,731
Capital expenditures.......... 287 -- 1,880 2,167 65 (1,149 1,083
2000

Operating revenues............ 3,484 823 88 4,395 19 (1,246) 3,168
Margin(1)......cccceceeeenee. 2,758 696 (1,341) 2,113 (465) (16) 1,632
Capital expenditures.......... 198 15 1,820 2,033 33 (949) 1,117

TOTAL

RETAIL WHOLESALE
SERVICES SERVICES

NINE MONTHS ENDED SEPTEMBER

COMMUNICATIONS
NETWORK  AND RELATED
SERVICES  SERVICES OTHER

(DOLLARS IN MILLIONS)

RECONCILING

ITEMS

CONSOLIDATED
TOTAL

30,

2001

Operating revenues......... $11,558 $2,292 $ 104 $13,954 $ 24 $(4,514) $9,464
Margin(1)......ccceeeueeene 9,062 1,925 (5,120) 5,867 (804) 101 5,164
Capital expenditures....... 655 - 6,966 7,621 168  (3,710) 4,079
2000

Operating revenues......... 8,154 2,337 113 10,604 41) (1,422 9,141
Margin(l1)......ccceeveeene 6,336 1,954 (2,945) 5,345 (1,048) 194 4,491
Capital expenditures....... 527 97 4,314 4,938 33  (1,266) 3,705



QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S -- (CONTINUED)
A reconciliation from segment margin to income efimcome taxes follows:

T HREE MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 30, SEPTEMBER 30,

2001 2000 2001 2000
(DOLLARS IN MILLIONS) B —

Segment Margin.........cccocceeeveeeeiieeennns $ 1,731 $1,632 $5,164 $4,491
Depreciation and amortization................... 747 622 2,120 1,763
Depreciation adjustment for access lines

returned to Service..........ccccovvvreeenne - - 222
Merger-related and other one-time charges....... - 899 137 1,019
Other expense -- Net.......ccccceevvveeeennnns 152 187 391 450
Income before income taxes...................... $ 832 $ (76) $2,294 $1,259

(1) Segment margin represents total revenues tapiogeerelated expenses and other operating expenses efegrargin does not repres
cash flow for the periods presented and shouldeatonsidered as an alternative to net earnings aslicator of our operating performance
or as an alternative to cash flows as a sourcigaitlity, and may not be comparable with segmentgmaas defined by other companies.

NOTE 5: CONTINGENCIES

Through September 2001, seven purported clasmaatimplaints had been filed in various state coageinst us and U S WEST on behalf of
customers in the states of Arizona, Colorado, Msot@, New Mexico, Oregon, Utah and Washington. ddreplaints alleged, among other
things, that from 1993 to the present, U S WESVjatation of alleged statutory and common law gations, willfully delayed the provision
of local telephone service to the purported clasmbers. The complaints also alleged that U S WESTepresented the date on which such
local telephone service was to be provided to tirpqrted class members. The complaints sought cosapary damages for purported class
members, disgorgement of profits and punitive daasaghe parties have signed agreements to sedtlethplaints. As of September 2001,
the settlements have been approved by all of theso

On July 23, 2001, we filed a demand for arbitratgainst Citizens alleging that it breached Agraemsér Purchase and Sale of Telephone
Exchanges dated as of June 16, 1999, between i@Gtiztlities Company and U S WEST Communications,,Iwith respect to the purchase
and sale of exchanges in Arizona, Colorado, Id&dwa, Minnesota, Montana, Nebraska and Wyoming. déreand for arbitration was filed
after Citizens failed to close the exchange salesalation of the terms of the Purchase Agreemeitizens in turn filed a demand alleging
claims against us in connection with the sale o§¢hsame exchanges. In the arbitration, we seekeantination that Citizens breached the
agreements and, as a result, we are entitleddmriite letters of credit Citizens provided in cection with the transactions and other
damages. Citizens seeks a determination that veehee the agreements and, as a result, they ditecetd damages. This dispute is still at a
preliminary stage.

Various other litigation matters have been filediagt us. We intend to vigorously defend thesetanting claims.

We have provided for the above matters in our coseleé consolidated financial statements as of SdjgeB80, 2001. We do not expect any
material adverse impacts in excess of such praviasoa result of the ultimate resolution of thesdtens.
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S -- (CONTINUED)
NOTE 6: NEW ACCOUNTING STANDARDS

In June 2001, the Financial Accounting Standardsr@¢'FASB") issued Statement of Financial AccoogtStandards ("SFAS") No. 141,
"Business Combinations." This pronouncement eliteiddhe use of the "pooling of interests" methodafounting for all mergers and
acquisitions. As a result, all mergers and acqaisstwill be accounted for using the "purchase"modtof accounting. SFAS No. 141 is
effective for all mergers and acquisitions initthgfter June 30, 2001. Adoption of this pronounaanh@s no impact on our results from
operations or our financial position.

In June 2001, the FASB issued SFAS No. 142, "Golbadwid Other Intangible Assets."” This statementrasises financial accounting and
reporting for intangible assets (excluding goodvatiquired individually or with a group of otheisats at the time of their acquisition. It also
addresses financial accounting and reporting fodgall and other intangible assets subsequentd #tquisition. Intangible assets
(excluding goodwill) acquired outside of a businessbination will be initially recorded at theirtisated fair value. If the intangible asset
has a finite useful life, it will be amortized ouwdiat life. Intangible assets with an indefinitie lare not amortized. Both types of intangible
assets will be reviewed annually for impairment arldss recorded when the asset's carrying amagetds its estimated fair value.
Goodwill will be treated similar to an intangibleszt with an indefinite life. SFAS No. 142 is effee for fiscal years beginning after
December 15, 2001. The adoption of SFAS No. 14PhaiWe no impact on our consolidated financial ssu

In June 2001, the FASB issued SFAS No. 143, "Actingrior Asset Retirement Obligations.” This stagetndeals with the costs of closing
facilities and removing assets. SFAS No. 143 rexguémtities to record the fair value of a legdlility for an asset retirement obligation in
period it is incurred. This cost is initially capiized and amortized over the remaining life of eihelerlying asset. Once the obligation is
ultimately settled, any difference between thelfewst and the recorded liability is recognizedamin or loss on disposition. SFAS No. 143
is effective for years beginning after June 15,200e are currently evaluating the impact this prarcement will have on our future
consolidated financial results.

In August 2001, the FASB issued SFAS No. 144, "Artimg for the Impairment or Disposal of Long-LivAdsets." This pronouncement
addresses how to account for and report impairm@mdssposals of long-lived assets. Under SFASINd., an impairment loss is to be
recorded on long-lived assets being held or usezhwithe carrying amount of the asset is not recterfeom its undiscounted cash flows.
The impairment loss is equal to the difference leetwthe asset's carrying amount and estimatedsfaie. Longlived assets to be disposec
by other than a sale for cash are to be accountezhfi reported like assets being held or usedpgxice impairment loss is recognized at the
time of the disposition. Long-lived assets to t&pdsed of by sale are to be recorded at the lofsed carrying amount or estimated fair
value (less costs to sell) at the time the pladigposition has been approved and committed th@wppropriate company management. In
addition, depreciation is to cease at the same BRAS No. 144 is effective for fiscal years begignafter December 15, 2001. We are
currently evaluating the impact this pronouncenvéiithave on our future consolidated financial résu
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-Q contains or incorporates by refegéificrwardiooking statements," as that term is used in fddereurities laws, about Qwx
Corporation ("Qwest" or "us" or "we" or "our") finaial condition, results of operations and businébgse statements include, among ott

- statements concerning the benefits that we expiflatesult from our business activities and cert@ansactions we have completed, such as
increased revenues, decreased expenses and aggjuEtses and expenditures, and

- statements of our expectations, beliefs, futlaapand strategies, anticipated developments tireat matters that are not historical facts.

These statements may be made expressly in thisyaadwr may be incorporated by reference to otbeuchents we will file with the
Securities and Exchange Commission ("SEC"). Youftahmany of these statements by looking for wadsh as "believes," "expects,"
"anticipates,” "estimates," or similar expressiased in this report or incorporated by referenciiis report.

These forward-looking statements are subject toamaos assumptions, risks and uncertainties thataaage our actual results to be
materially different from any future results exped or implied by us in those statements.

The most important factors that could prevent amfachieving our stated goals include, but ardimited to, the following:
- intense competition in the markets in which wenpete;

- changes in demand for our products and services;

- the duration and extent of the current econorigrdurn;

- adverse economic conditions in the markets selpyads;

- dependence on new product development and aatieleof the deployment of advanced new serviagsh sis broadband data, wireless and
video services, which could require substantiakexjiture of financial and other resources in excésdntemplated levels;

- higher than anticipated employee levels, cagixglenditures and operating expenses;

- rapid and significant changes in technology aradkets;

- adverse changes in the regulatory or legislaiwironment affecting Qwest's business;

- delays in Qwest's ability to provide interLATArgies within its 14-state local service area; and

- failure to achieve the projected synergies andrfcial results expected to result from the actioisof U S WEST, Inc. ("U S WEST"), by
Qwest Communications International Inc. ("QCII") &ume 30, 2000 (the "Merger"), and difficultieccombining the operations of the
combined company, which could affect our revenleagls of expenses and operating results.

Because these statements are subject to risksramedtainties, actual results may differ materidbm those expressed or implied by the
forward-looking statements. We caution you notlaxe undue reliance on the statements, which spelglas of the date of this report.

Further, the information contained in this documamin a document incorporated or deemed to berporated by reference herein is a
statement of our present intention and is based,ugpoong other things, the existing regulatory emment, industry conditions, market
conditions and prices, the economy in general améissumptions. We may change our intentions,\atiare and without notice, based upon
any changes in such factors, in our assumptioasharwise.

The cautionary statements contained or referréul tlois section should be considered in conneatiith any subsequent written or oral
forward-looking statements that Qwest or persotisgon our behalf
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may issue. We do not undertake any obligationv@re or confirm analyst's expectations or estimatet® release publicly any revisions to
any forward-looking statements to reflect eventsigrumstances after the date of this report wefiect the occurrence of unanticipated
events. In addition, we make no representation misipect to any materials available on the Inteinetuding materials available on our
website.

RESULTS OF OPERATIONS
Three and Nine Months Ended September 30, 2001 Coraged with 2000

Certain norrecurring items impacted net income during theghmenths ended September 30, 2000 and the ninéhmented September !
2001 and 2000. Results of operations for the threknine months ended September 30, 2001 and 2@0@lang the effects of non-recurring
items are as follows:

THREE MONTHS  NINE MONTHS
ENDED ENDED
SEPTEMBER 30, SEPTEMBER 30,

2001 2000 2001 2000
(DOLLARS IN MILLIONS) e e e s

Netincome (I0SS).....ccccevvvveiiieiiieeiceeaee $515 $(42) $1,425 $ 788
Non-recurring charges, net........cccccveeeeeeeee. L -- 575 190 649
Adjusted netincome..........ccccoevvevevveeeee. L $515 $533 $1,615 $1,437

Non-recurring items in 2001 and 2000 include:

- an after-tax charge of $551 million ($899 milljgare-tax) for the three months ended Septembe2@I) for Merger-related and other one-
time charges (see Note 2: "Merger-Related and GiimerTime Charges" -- to the condensed consolidatadcial statements)

- an after-tax charge of $84 million and $625 milli($137 million and $1.019 billion, pre-tax, resgpeely) for the nine months ended
September 30, 2001 and 2000, respectively, for Bterglated and other one-time charges (see Notde&rger-Related and Other One-Time
Charges" -- to the condensed consolidated finastiéments)

- an after-tax charge of $136 million ($222 milligre-tax) for the nine months ended Septembe2@0] for depreciation associated with
access lines returned to service (see Note 3: "#ckimes Returned to Service" -- to the condenseddlidated financial statements)

- an after-tax gain of $30 million ($50 million,etax) for the nine months ended September 30, &iGhe sale of access lines
- an after-tax loss of $24 million ($39 million,g3tax) for the three and nine months ended Septe&ihe€000 for the sale of fixed assets.

Adjusted net income for the three months endede®aper 30, 2001 was relatively flat compared tosdmae period for 2000. Higher
depreciation as a result of increased capital edipgnes for our network was almost entirely offsgtsynergy cost savings associated with the
Merger. Adjusted net income for the nine monthseeh8eptember 30, 2001 increased by $178 millidi2ct% over the comparable perioc
2000. The increase was primarily due to revenuevtirassociated with increased demand for our wseedand data services, lower employee
benefit costs such as pension and post-retirenmeht@st savings associated with synergies genebgttte Merger. Partially offsetting these
items were higher operating costs driven by grawitiatives and higher depreciation associated Withcontinued investment in our network
facilities.
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The following sections provide a more detailed désion of the changes in revenues and expenses.

NINE MONTHS END ED
THREE MO NTHS ENDED SEPTEMBER 30, SEPTEMBER 30,
INCREASE | NCREASE
2001 2000 (DECREASE) 2001 2000 (D ECREASE)
(DOLLARS IN MILLIONS) == s s e e - e
Operating revenues:
Commercial services................... $1,364 $1,383 $(19) (1.4)% $4,103 $3,746 $ 3 57 9.5%
Consumer and small business
SEIVICES....ooiiiieiieeiiieane 1,547 1,486 61 41% 4,547 4,378 1 69 3.9%
Switched access services.............. 270 299 (29) (9% 814 1,017 (2 03) (20.0)%
Total operating revenues....... 3,181 3,168 13 0.4% 9,464 9,141 3 23 3.5%
Operating expenses:
Employee-related expenses............. 794 774 20 2.6% 2,238 2,375 (1 37) (5.8)%
Other operating expenses....... ... 656 762 (106) (13.99% 2,062 2,275 (2 13) (9.4)%
Depreciation and amortization......... 747 622 125 20.1% 2,120 1,763 3 57 20.2%
Depreciation adjustment for access
lines returned to service........... - - - N/A 222 - 2 22 N/A
Merger-related and other one-time
charges.......ccccooveeniiennnnn. - 899 (899) (100.0)% 137 1,019 (8 82) (86.6)%
Total operating expenses....... 2,197 3,057 (860) (28.1)% 6,779 7,432 (6 53) (8.8)%
Operating inCome...........ccceeveenee 984 111 873 786.5% 2,685 1,709 9 76 57.1%
Other expense (income) -- net:
Interest expense -- net............... 157 154 3 19% 456 398 58 14.6%
(Gain) loss on sales of rural
exchanges and fixed assets.......... -- 39 (39) 100.0% (50) 39 ( 89) 228.2%
Other (income) expense -- net......... (5) (6) 1 (16.7)% (15) 13 ( 28) 215.4%
Total other expense -- net..... 152 187 (35) (18.7)% 391 450 ( 59) (13.1)%
Income (loss) before income taxes....... 832 (76) 908 1,194.7% 2,294 1,259 1,0 35 82.2%
Income tax provision (benefit).......... 317 (34) 351 (1,032.4)% 869 471 3 98 84.5%
$ (42) 557 1,326.2% $1,425 $ 788 $ 6 37 80.8%

REVENUES

Commercial services revenues are derived from sdlgernet, data, voice and wireless productsserdices to both retail and wholesale
business customers. The decrease in commerciatsgmevenues for the three months ended Septe3ib@001 versus the same period in
2000 was primarily attributable to a decline indbservice revenues due to a slowing economy, ctitivedosses and technology
displacement. Partially offsetting the decrease gvawth in sales of data products and services aagirivate line and digital subscriber line
("DSL"). The increase in commercial services revenior the nine months ended September 30, 206dmagared to the nine months ended
September 30, 2000 was due principally to higheemae from sales of data products and servicesasphivate line, frame relay and DSL.
We believe revenues from data products and serwidkeaccount for an increasingly larger portionaafmmercial services revenue in future
periods.

Consumer and small business services revenuegaved from sales of Internet, data, voice and kg products and services to the
consumer and small business markets. The incre@asessumer and small business services revenudis€fdhree and nine months ended
September 30, 2001 as compared to the same p@ni@fe0, were primarily attributable to growth evenues from the increased sales of
wireless services and products. Wireless produadssarvices revenue in the three- and nine-monibgseended September 30, 2001 grew
by 68% and 55% respectively, over the three- and-mionth periods ended September 30, 2000. Aveexgaue per user increased for the
second straight quarter, increasing from $52 instrEond quarter of 2001 to $55 in the third quaasewe continued to focus on high-value
customers and exited the low-usage, &t business. In both the three and nine monttledeBeptember 30, 2001, data services revenu
continued to increase when compared to the thrdenare months ended September 30, 2000. For tee thonths ended September 30, 2001
versus the three months ended September 30, 2000,
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reductions in intraLATA toll revenue caused by eesed competition offset some of the increaseriswmer and small business services
revenue.

Switched access services revenues are derivedifiter and intra-state switched access from ingrarge carriers ("IXCs"). The decreases
in switched access services revenues for the #rdanine months ended September 30, 2001 as codnjoettee three and nine months ended
September 30, 2000, were principally attributablentreased competition and federal access refoatréduced the rates we are able to
collect for the switched access services. We believenues from switched access services will soatto be negatively impacted by federal
access reform.

Revenues for the foreseeable future may reflectdméinuing impact of a slowing local economy.
OPERATING EXPENSES
Employee-related expenses. Employee-related expémsade salaries and wages, benefits, payroidand contract labor.

Employee-related expenses increased for the thoeths ended September 30, 2001 as compared tartee geriod in 2000, primarily due to
higher employee benefit and contract labor codts. fligher expenses were partially offset by lovests associated with employee
reductions. Employeeelated expenses for the nine months ended Septe&3@h2001 decreased from the comparable peri@@@® primarily
because of employee reductions. Partially offsgttitese lower costs was a decrease in the pensdit, et of other posetirement benefit
For the nine months ended September 30, 2001 &0@ peénsion credits, net of other post-retirememielits, of $208 million and $223
million, respectively, were recorded. The decréasmployee-related expenses associated with haatoeductions has been partially offset
by the need to increase employee levels in the tyreectors of our business, primarily wireless dath communications. Additionally,
increased commitments towards improving custometice including responding to requests for insti@in and repair services, have rest

in the hiring of additional employees in these #peareas.

Other operating expenses. Other operating expémslesle access charges paid to carriers for théngof local and long-distance traffic
through their facilities, taxes other than incomre uncollectible expenses and other selling ameigg and administrative costs. The
decreases in other operating expenses for the éim&a@ine months ended September 30, 2001 as cedhymathe three and nine months er
September 30, 2000, were primarily attributabledst savings generated by the Merger such asdisarel of redundant facilities, operational
synergies derived from the consolidation of corerafional units that provide common services areddkieraging of our purchasing power
throughout the Company, and a decline in accesgebas the result of a one-time refund. In addlitior the nine months ended September
30, 2001, there was a drop in our tax (other thaorne tax) obligations when compared to the sarieg# 2000. Offsetting some of the
decrease were increases in uncollectible expepsafessional fees and costs associated with tles sdidata and wireless products and
services.

Depreciation and amortization expense. The inceefsdepreciation and amortization expense fothhee and nine months ended Septer
30, 2001 as compared to the same periods in 208@, primarily attributable to a one-time chargedocess lines returned to service and
higher overall property, plant and equipment badanmesulting from continued investment in our nekito meet forecasted demand and
improve customer service.

During 1999 and 2000, U S WEST committed to sqtirapimately 800,000 access lines to third-partgdemmunications service providers,
including approximately 570,000 access lines t&its Communications Company ("Citizens"). Becahese access lines were "held for
sale," we discontinued recognizing depreciatioreesg on these assets and recorded these asbetsoater of their cost or fair value, less
estimated cost to sell.

On July 20, 2001, we terminated our agreement @itlzens under which the majority of the remainatgess lines were to have been sold
and ceased actively marketing the remaining liAssa result, the remaining access lines were rsifiled as being "held for use" as of June
30, 2001. The access lines were measured indiWydaiethe lower of their (a) carrying amount beftiiey were classified as held for sale,

12



adjusted for any depreciation (amortization) expesrsimpairment losses that would have been rezedrfiad the assets been continuously
classified as held for use, or (b) their fair vatuelune 30, 2001. The required adjustments toahging amount of the individual access lines
are included in income from continuing operatiomsthe nine months ended September 30, 2001. &kidted in a charge to depreciation of
$222 million.

Merger-related and other one-time charges. No Memrgjated and other orténe charges were incurred for the three monthee&kptembe
30, 2001. For the nine months ended September08d, 2ve incurred Merger-related and other one-titrarges totaling $137 million. The
charge for the nine months ended September 30, idélides $34 million in contract settlements, $3flion of severance and headcount-
related charges, $20 million in asset impairmeiatrgas and $44 million of other Merger-related and-tme charges. The severance charge
for the nine months ended September 30, 2001 cevexsrkforce reduction of over 2,800 employees wieoe involuntarily terminated.

Other Merger-related and one-time charges includéepsional fees, re-branding costs and other ¢ektted to the integration of U S WEST
and QCII.

We do not foresee any additional Merger-relatedgdgeand anticipate that the contractual settlespneatverance and other Merger-related
and one-time charge accruals will be paid by theearthe current fiscal year. Legal contingencid$lve paid as the related matters are
resolved. When matters are finalized, any diffeesnmetween amounts accrued and actual paymentsenidiflected in results of operation:
an adjustment to Merger-related and other one-tinagges.

Other expense - net. Interest expense increasedlii and $58 million for the three and nine miasiended September 30, 2001,
respectively, over the same periods in 2000. Theeases were due to higher average debt balanbasdgrowth initiatives and network
capital expenditures. For the nine months endeteSeyer 30, 2001, we recognized a $50 million gainhe sale of approximately 38,000
access lines in Utah. The remaining change fonthe months ended September 30, 2001 was pringtifjputable to interest income on a
federal income tax refund and a reduction in reigmainterest expense. For the three and nine nsagrtded September 30, 2000, we incu
a $39 million loss on the sale of fixed assets.

Provision for income taxes. The effective tax fatethe three months ended September 30, 2001.0¢@@/as lower than the effective tax
rate for the three months ended September 30, @080.7%. The higher rate in 2000 was primarilyiltitable to an increase in non-
recurring expenses and other permanent differesesmpared to income before income taxes forttee tmonths ended September 30,
2000 versus the same period in 2001. The effetdiveate for the nine months ended September 3, 8037.9% was consistent with the
effective tax rate for the nine months ended Sepé&r80, 2000 of 37.4%.

RECENT REGULATORY DEVELOPMENTS

As a general matter, we are subject to substametgilation, including requirements and restrictiarising under the Telecommunication Act
of 1996 (the "Act") and state utility laws, and tlubes and policies of the Federal Communicatioamfission ("FCC"), state Public Utility
Commissions ("PUCs") and other governmental estifidis regulation, among other matters, currgmtbhibits us (with certain exceptions)
from providing retail or wholesale interLATA telemonunications services within our 14-state locaviserarea, and governs the terms and
conditions under which we provide services to austemers (including competing competitive localtetge carriers ("CLECSs") and IXCs
our local service area).

Interconnection. The FCC is continuing to interpihet obligations of incumbent local exchange cesr{lLECs") under the Act to
interconnect their networks with, and make unbusdietwork elements available to, CLECs. These tlesstablish our obligations in our
local service area and our rights when we compettgide of our local service area. In addition, theted States Supreme Court is now
considering an appeal from a ruling of the Eighitt@t Court of Appeals that the FCC's rules fag firicing of interconnection and
unbundled network elements by ILECs unlawfully fude ILECs from recovering their actual costs agiieed by the Act.
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Access Pricing. The FCC has initiated a numbero¢gedings that directly affect the rates and admfgr access services that we sold or
purchased. It is expected that these proceedirysedated implementation of resulting FCC decisisilscontinue through 2002.

On May 31, 2000, the FCC adopted the access redadmnniversal service plan developed by the Coalitbr Affordable Local and Long-
Distance Service ("CALLS"). The adoption of the A48 proposal resolved many outstanding issues béfier&CC including: the court
remand of the 6.5% productivity factor; the treatinaf implicit universal service support; the traant of low-volume long-distance users;
and the next scheduled price cap review. The CApla® has a five year life and provides for thedaling: elimination of the residential
presubscribed interexchange carrier charge; inessiassubscriber line charges; reductions in swilchccess usage rates; the removal of
certain implicit universal service support from ess charges and direct recovery from end userss@nchitments from participating IXCs to
pass through access charge reductions to end Wgersave opted into the five-year CALLS plan.

Advanced Telecommunications Services. On two s¢paiaasions the FCC has ruled that advanced ssrpiovided by an ILEC are
covered by those provisions of the Act that govetephone exchange and exchange access servicdmwehallenged this finding,
contending that advanced services fit within neittegegory and are not properly treated as exchsg@iggces. On April 20, 2001, the Court
Appeals vacated and remanded to the FCC its dlestsifn of DS2-based advanced services.

InterLATA Long-Distance Entry. Several Regional Beperating Companies ("RBOCs") have filed for griftto the interLATA long-

distance business. Although many of these applicathave been supported by state PUCs, the FC@jemtied all applications until
December 1999. As of September 30, 2001, longtistauthority has been granted in the states of@uitut, Kansas, Massachusetts, New
York, Oklahoma, Pennsylvania and Texas.

We filed applications with all of our local serviaeea state PUCs for support of our planned agjgitsito the FCC for authority to enter the
interLATA long-distance business. Workshops andtesl proceedings are underway at the state lewldluate our satisfaction of
requirements under the Act that must be met inrdiatean RBOC to obtain long-distance authority. Wawe agreed to test operational
support systems on a regional basis in thirtegrsstand testing of those systems began in Mar6h.2ZBesting in Arizona is being conducted
separately, and began in February 2001. We areaoh to receive FCC approval to provide long-distaservice in each of our 14 states by
mid-2002.

Reciprocal Compensation for Internet Service Prerdd"ISPs"). On April 27, 2001, the FCC issueddader with regard to Intercarrier
Compensation for ISP bound traffic. The Order resflicarriers serving ISP bound traffic to reducgm®cal compensation rates over a 36
month period beginning with an initial reduction$0.0015 per minute of use and ending with a re#0d007 per minute of use. In addition,
a cap was placed on the number of minutes of usehich the terminating carrier may charge suchstatéis reduction will lower costs that
we pay CLECs for delivering such traffic to otharners.

NEW ACCOUNTING STANDARDS

In June 1998, the Financial Accounting Standardsr8¢'FASB") issued Statement of Financial AccoogtStandards ("SFAS") No. 133,
"Accounting for Derivative Instruments and Hedgihgivities." This statement establishes accounéing reporting standards for derivative
instruments and hedging activities. SFAS No. 13Rires, among other things, that all derivativerimaents be recognized at fair value as
assets or liabilities in the consolidated balarieess and changes in fair value generally be rézedrcurrently in earnings unless specific
hedge accounting criteria are met. The adopticdBFAS No. 133 on January 1, 2001 did not have amahbmpact on our consolidated
financial results.

In September 2000, the FASB issued SFAS No. 146¢c8Anting for Transfers and Servicing of Finangiasets and Extinguishments of
Liabilities." This statement provides accountingl aeporting standards for transfers and servicirfinancial assets and extinguishment of
liabilities. SFAS No. 140 requires that after ansfer of financial assets, an entity continuesttognize the financial and servicing assets it
controls and the liabilities it has incurred aneéslmot recognize those financial and servicingtasse
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when control has been surrendered and the liahitisybeen extinguished. SFAS No. 140 is effectivéréinsfers and servicing of financial
assets and extinguishments of liabilities occureftgr March 31, 2001. Adoption of SFAS No. 140 did have a material impact on our
consolidated financial results.

In June 2001, the FASB issued SFAS No. 141, "Bssit@mbinations.” This pronouncement eliminatedigesof the "pooling of interests"
method of accounting for all mergers and acquisgtidAs a result, all mergers and acquisitions péllaccounted for using the "purchase"
method of accounting. SFAS No. 141 is effectivedibmergers and acquisitions initiated after J8822001. Adoption of this pronouncem
has no impact on our results from operations offioancial position.

In June 2001, the FASB issued SFAS No. 142, "Golbdwd Other Intangible Assets." This statementasises financial accounting and
reporting for intangible assets (excluding goodvatiquired individually or with a group of otheisats at the time of their acquisition. It also
addresses financial accounting and reporting fodgall and other intangible assets subsequentd #tquisition. Intangible assets
(excluding goodwill) acquired outside of a businessbination will be initially recorded at theirtisated fair value. If the intangible asset
has a finite useful life, it will be amortized oubiat life. Intangible assets with an indefinite lare not amortized. Both types of intangible
assets will be reviewed annually for impairment arldss recorded when the asset's carrying amagetds its estimated fair value.
Goodwill will be treated similar to an intangibleszt with an indefinite life. SFAS No. 142 is effee for fiscal years beginning after
December 15, 2001. The adoption of SFAS No. 14Phaite no impact on our consolidated financial tssu

In June 2001, the FASB issued SFAS No. 143, "Actingrfor Asset Retirement Obligations.” This stag#indeals with the costs of closing
facilities and removing assets. SFAS No. 143 rexguémtities to record the fair value of a legdlility for an asset retirement obligation in
period it is incurred. This cost is initially capiized and amortized over the remaining life of aihelerlying asset. Once the obligation is
ultimately settled, any difference between thelfowst and the recorded liability is recognizedamin or loss on disposition. SFAS No. 143
is effective for years beginning after June 15,200e are currently evaluating the impact this prarcement will have on our future
consolidated financial results.

In August 2001, the FASB issued SFAS No. 144, "Artimg for the Impairment or Disposal of Long-LivAdsets." This pronouncement
addresses how to account for and report impairnm@mdssposals of long-lived assets. Under SFASINd., an impairment loss is to be
recorded on long-lived assets being held or useshvithe carrying amount of the asset is not rectWerfsom its undiscounted cash flows.
The impairment loss is equal to the difference leetwthe asset's carrying amount and estimatedsfaie. Longlived assets to be disposec
by other than a sale for cash are to be accountezhfi reported like assets being held or usedpgxice impairment loss is recognized at the
time of the disposition. Long-lived assets to tepdsed of by sale are to be recorded at the lofxsbed carrying amount or estimated fair
value (less costs to sell) at the time the pladigfosition has been approved and committed th@wppropriate company management. In
addition, depreciation is to cease at the same BRAS No. 144 is effective for fiscal years begignafter December 15, 2001. We are
currently evaluating the impact this pronouncenvaitithave on our future consolidated financial résu
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PART Il -- OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

For a discussion of claims and proceedings arisirige ordinary course of business, see Note 5nti@gencies" -- to the condensed
consolidated financial statements.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits required by Item 601 of Regulation S-K

EXHIBIT

NUMBER DESCRIPTIO N

(2.1) -- Reorganization and Divestiture Agreement, dated as of
November 1, 1983, between Ameri can Telephone and
Telegraph Company, U S WEST Inc ., and certain of their
affiliated companies, including The Mountain States
Telephone and Telegraph Company , Northwestern Bell
Telephone Company, Pacific Nort hwest Bell Telephone
Company and NewVector Communica tions, Inc. (incorporated
by reference to Exhibit 10a to Form 10-K for the period
ended December 31, 1983, File N 0. 1-3040).

(2.2) -- Articles of Merger including th e Plan of Merger between
The Mountain States Telephone a nd Telegraph Company
(renamed U S WEST Communication s, Inc.) and Northwestern
Bell Telephone Company (incorpo rated herein by reference
to Exhibit 2a to Form SE filed on January 8, 1991, File
No. 1-3040).

(2.3) -- Articles of Merger including th e Plan of Merger between
The Mountain States Telephone a nd Telegraph Company
(renamed U S WEST Communication s, Inc.) and Pacific
Northwest Bell Telephone Compan y (incorporated herein by
reference to Exhibit 2b to Form SE filed on January 8,
1991, File No. 1-3040).

(3.1) -- Amended Atrticles of Incorporati on of the Registrant filed
with the Secretary of State of Colorado on July 6, 2000,
evidencing change of Registrant 's name from U S WEST
Communications, Inc. to Qwest C orporation (incorporated
herein by reference to Qwest Co rporation's quarterly
report on Form 10-Q for the qua rter ended June 30, 2000).

(3.2) -- Restated Articles of Incorporat ion of the Registrant
(incorporated herein by referen ce to Exhibit 3a to Form
10-K filed on April 13, 1998, F ile No. 1-3040).

(3.3) -- Bylaws of the Registrant, as am ended (incorporated herein
by reference to Exhibit 3b to F orm 10-K filed on April
13, 1998, File No. 1-3040).

4.1) -- No instrument which defines the rights of holders of long
and intermediate term debt of t he Registrant is filed
herewith pursuant to Regulation S-K, Item
601(b)(4)(iii)(A). Pursuant to this regulation, the
Registrant hereby agrees to fur nish a copy of any such
instrument to the SEC upon requ est.

(4.2) -- Indenture, dated as of October 15, 1999, by and between U
S WEST Communications, Inc. and Bank One Trust Company,
NA, as Trustee (incorporated he rein by reference to
Exhibit 4b to Form 10-K for the period ended December 31,

1999, File No. 1-3040).

() Previously filed.
(b) Reports on Form 8-K filed during the secondrtgreof 2001.
(i) Qwest has not filed a Form 8-K during the pdrio
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SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

QWEST CORPORATION

By: /sl MARK A. SCHUMACHER

Mark A. Schumacher
Vi ce President and Controller

Novenber 14, 2001
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